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Ce rapport peut étre obtenu en francais sur demande, 


1975 


1974 


$810,590,000 


$ 15,436,000 


$ 4,592,000 


$ 1,910,000 


$ 86,764,000 


$403,065,000 


$ 59,639,000 


$ 87,757,000 


$ 17,126,000 


$ 2.80 


$720,838,000 


$ 8,856,000 


$ 7,541,000 


$ 802,000 


$ 61,489,000 


$457,143,000 


$ 44,873,000 


$150,452,000 


$ 18,250,000 
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VALUATION DAYS PRICES: 


For Canadian capital gains tax purposes, the valuation day values of 
Rothmans of Pall Mall Canada Limited securities were as follows: 


8%, Debentures due January 3,1988- - - - - - - - - - - $93.00 
First Preferred Shares; Setics Aus 9-0-0 
Second Preferred Shares - - - - - - - - - - - - = - $19.88 
Warrants - - - - - - = = = = = = = = = = = = - $ 3.50 
Common Shares) 1 sea ee 1 


The Company is a member of the world-wide Rothmans Group which 
operates more than 100 plants in 26 countries and whose products are sold in 
more than 180 countries. Rothmans of Pall Mall Canada Limited and its subsid- 
lary companies are engaged in the production and sale of tobacco products, 
beer and wine and in oil and gas operations. 


The Company is Canada’s second largest manufacturer and distributor of 
cigarettes, including such well-known brands as Rothmans King Size Filter, the 
Craven Family and Number 7. Fine cut tobacco and cigarette tubes are also pro- 
duced and sold. Tobacco manufacturing operations are carried out at plants 
located in Toronto and Quebec City. The Company also sells cigarette rolling 
devices, imported pipe tobaccos, cigars and smokers’ accessories. The Com- 
pany has seventeen sales offices across Canada. 


Carling O’Keefe Limited, a majority-owned (50.1%) subsidiary, operates 
thirteen breweries in Canada, five in the United States and one in the Republic 
of Ireland, producing such well-known brands as Carling Black Label, Carling 
Red Cap Ale, Heidelberg, Calgary Export Ale, Old Vienna, O’Keefe Ale, 
Tuborg and Carlsberg. A subsidiary company, Jordan Valley Wines Limited, 
produces wine at five Canadian plants and also distributes certain lines of im- 
ported wines and liquors. A wholly-owned subsidiary company, Star Oil & 
Gas Ltd., is engaged in oil and gas operations in Western Canada and Alaska. 


PRINCIPAL SUBSIDIARY COMPANIES: 


Rock City Tobacco Company Limited 
Alfred Dunhill of London, Limited 


Filtromat of Canada Limited 


Carling O'Keefe Limited (50.1% owned): 


CANADA 

The Bennett Brewing Company, Limited 
The Carling Breweries Limited 

Doran’s Northern Ontario Breweries Limited 
O’Keefe Brewing Company Limited 

Jordan Valley Wines Limited (91.9% owned) 
Star Oil & Gas Ltd. 


UNITED STATES 
Carling Brewing Company Incorporated 


Century Importers Inc. 


REPUBLIC OF IRELAND 
Beamish & Crawford Limited 


Directors’ Report 


All-time record sales and earnings were achieved in 
tobacco operations during the year ended June 30, 1975. 
Earnings were up by 37.1 percent, while sales revenue 
showed a 14.4 percent gain over last year, as a result of 
higher unit cigarette sales and selling price increases 
during the year. Unit cigarette sales increased by 4.9 
percent, compared to a total industry increase of 3 


percent. 


Consolidated sales for 1975 were $810,590,000, an increase 
of 12.5 percent over last year. Tobacco sales increased by 
$43,245,000 and Carling O’Keefe Limited sales increased 
by $46,507,000 (11.1 percent). 


Excluding extraordinary items, consolidated earnings 
were $15,436,000 compared to $8,856,000 last year. This 
represents an increase of 74.3 percent over 1974 and is 
almost $2 million higher than the previous earnings 
record. After providing for Preferred share dividends, 
earnings per Common share increased to $2.80 (based on a 
weighted average of 3,918,580 shares) from $0.82 in 1974 
(on 1,603,980 shares). 


The significant increase in consolidated earnings was 
attributable to a combination of the record tobacco 
earnings and a reduced operating loss incurred by the 
Company’s majority-owned subsidiary, Carling O’Keefe 
Limited. Excluding extraordinary items, the Carling 
O’Keefe loss was 17.3 cents per common share compared 


to 34.7 cents in 1974. 


Consolidated working capital at June 30, 1975 amounted 


to $86,764,000, an increase of $25,275,000 during the 


year. This increase was primarily due to the issue of $20 


million of debentures by the Company in February, 1975. 


The Company acquired 50.1 percent of the common 
shares of Carling O’Keefe Limited in 1968 and 1969 at a 
total cost of $136,339,000. The excess of the cost of these 
shares over net asset values at dates of acquisitions 
amounted to $71,570,000. In view of the unsatisfactory 
results of operations in Carling O’Keefe, the directors of 
the Company have decided to write off this excess at 
June 30, 1975. The write-off has been reflected as an extra- 


ordinary charge in the consolidated statement of earnings. 


In conjunction with this action, the directors have also 
approved a by-law reducing the Company’s paid-up 
Common share capital by $71,570,000. Accordingly, the 
write-off of the excess cost has been segregated in the 
shareholders’ equity section of the consolidated balance 
sheet to reflect the substance of the capital restructuring at 
its present transitional stage. The credit arising from the 
proposed reduction in capital will be utilized to offset this 


amount. 


The by-law is subject to approval by shareholders at the 
annual and special general meeting and subsequent con- 
firmation by supplementary letters patent. Rothmans of 
Canada Limited, the Company’s majority shareholder, 
has confirmed that it will vote in favour of the by-law 
and the relevant government department has indicated 
that the application for supplementary letters patent will 


be acceptable. 


In the opinion of directors and management of the 


Company, the unrecorded value of trademarks and other 


intangible assets of the tobacco operations is equal to or 
greater than the write-off of the Carling O’Keefe excess 


cost. 


Dividends paid during the year amounted to 
$4,592,000 on Preferred shares (1974—$7,541,000) and 
$1,910,000 on Common shares (1974—$802,000). The 
decrease in Preferred dividends and the increase in 
Common dividends was the result of conversions of 
Second and Third Preferred shares into Common shares 


during October and November, 1974. 


The effects of continuing high levels of world-wide in- 
flation were again felt in all areas of operations of the 
Company and its subsidiaries. Selling price increases 
in the past year partially offset these cost increases. Brew- 
ing operations will require additional price increases in 


order to achieve a reasonable level of earnings. 


Although Canadian brewing operations showed en- 
couraging trends in both sales and earnings in 1975, in- 
creasing losses in the United States continued to adversely 
affect results of Carling O’Keefe Limited. For some time, 
management of Carling O’Keefe has had under active 
review various alternative methods to restore profitability. 
One possibility is the acquisition of the brewing assets of 
National Brewing Co. by Carling Brewing Company 
Incorporated in the United States. At the time of writing 
this report, discussions were being held between Carling 
and National but negotiations were not complete. If the 
purchase is completed, Mr. J. C. Hoffberger, President 


of National Brewing, will become Chairman and Chief 


Executive Officer of the combined United States opera- 
tion and all of the existing brands of both companies 


will continue to be sold. 


The tobacco operations of the Company continued to 
show excellent growth in both sales and earnings. Our 
share of the Canadian cigarette market again increased 


and we are confident that this trend will continue. 


In order to clarify lines of reporting and responsibility 
within the North American Group of Companies, each 
major operating subsidiary will now be represented on its 
parent company’s Board of Directors by its Chairman. 
As a result, the Boards of Directors of the Company and 
Carling O'Keefe were restructured effective July 15, 1975 
to eliminate other interlocking directorships. In line with 
this decision, George E. Creber, Q.C., has been appointed 


to fill the vacancy on the Board of this Company. 


Most Rothmans Group companies have changed their 
fiscal year-end from June 30 to March 31. At the annual 
and special general meeting, shareholders will be asked to 
approve a by-law, which has been approved by the direc- 


tors, to adopt a similar change effective March 31, 1976. 


On behalf of the directors, I wish to express appreciation 
to all employees of the Company and its subsidiaries in 
Canada, the United States and Overseas. I also thank our 


shareholders for their loyal and continued support. 


Made 


September 26, 1975 Chairman of the Board 


Review of Tobacco Operations 


New records for both sales and earnings were again 
achieved in tobacco operations during the year ended 
June 30, 1975. The Company’s share of the Canadian 
cigarette market also saw further gains during the period 


under review. 


Sales: 


The significant gain in sales revenue was primarily due to 
higher unit cigarette sales and selling price increases ob- 
tained during the year. Sales revenue for the cigarette 
division amounted to $332,095,000 in 1975, an increase of 
14.8 percent over last year. The Company's unit cigarette 
sales rose to 16,321 million from 15,561 million in 1974, 
an increase of 760 million or 4.9 percent. Cigarette selling 
price increases were instituted September 30, 1974 and 
April 16, 1975 to offset higher manufacturing costs and 
December 2, 1974 to recover additional federal excise 


duty and sales tax. 


The increase in unit cigarette sales resulted primarily from 
higher volumes for Rothmans King Size Filter, the Craven 
Family and Number 7. Rothmans King Size, Canada’s 
largest selling king size cigarette, achieved a sales growth 
of 4.5 percent during the year. The Craven Family, com- 
prised of Craven “A”, Craven King Size and Craven 
Menthol, showed an overall increase of 6.5 percent; 


Craven King Size was up by 11.2 percent and Craven 


FINANCIAL YEAR 
NSS) a 1974 INCREASE 


SALES $344,134,000 |$300,889,000 14.4% 


ENDED JUNE 30 


EARNINGS 


Before income taxes 


30,648,000 | 22,267,000 


After income taxes 17,328,000 | 12,637,000 


——————EE 
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Menthol by 7.8 percent. Number 7 maintained its steady 


growth pattern with a unit sales increase of 8.8 percent. 


During June, the Company introduced Peter Stuyvesant 
100’s in a new flip top 25 pack—a first in both Canada 
and the world. Although distribution to date has been on 


a limited basis, consumer acceptance has been encour- 


aging. 


At the present time, the Company’s active brands are 


as follows: 


REGULAR KING SIZE LUXURY LENGTH 
Filter: Filter: Filter: 
Craven “A” — Rothmans Peter Stuyvesant 100’s 
Sportsman Number 7 
Black Cat Craven King Size 
Craven Menthol 
Sportsman 
Perilly’s Private Blend 
Plain: Peter Stuyvesant 
Sportsman Richelieu 
Black Cat Dunhill 


Industry cigarette sales increased during the year by 3.0 
percent, to 58,385 million from 56,662 million in 1974. 
The Company’s share of industry sales increased from 
27.5 percent in 1974 to 28.0 percent in 1975. During the 
ten years ended June 30, 1975, the Company’s unit 
cigarette sales have increased by 88.2 percent compared 


to an industry growth of 37.5 percent. 


Sales revenue for the fine cut division (domestic tobacco, 
cigarette tubes and cigarette rolling devices) amounted to 
$8,346,000, a slight improvement over sales of $8,241,000 
in 1974. Unit sales of fine cut and pipe tobacco were 
1,725,000 pounds compared to 1,715,000 pounds in 1974, 
but sales revenue for these products showed a gain of 10.0 
percent due to selling price increases effective December 2, 
1974 (recovery of additional federal taxes) and April 16, 
1975 (to offset increased manufacturing costs). Unit sales 
of cigarette tubes and cigarette rolling devices were lower 


in 1975 than in the previous year. 


Total sales revenue of imported pipe tobacco, cigars and 
smokers’ accessories amounted to $3,693,000, compared 
to $3,490,000 in 1974. Increased revenue was realized from 
selling price increases obtained during the year on most 
products and higher unit sales of cigars. Unit sales volumes 
for pipe tobacco and most smokers’ accessories showed 


decreases from last year. 


Earnings before Income Taxes: 
On a comparative basis, the following table outlines the 


appropriation of a tobacco sales dollar: 


Financial Year Ended 


June 30 
O75 Bas 
Excise and sales taxes by oe 58.9¢ 
Raw materials and manufacturing 
expenses 239 23.6 
Marketing and distribution expenses 6.3 G5 
Administrative and general expenses 2.0 2.0 
Interest Ni 1.6 
Earnings before income taxes 8.9 7.4 
Sales 100.0¢ 100.0¢ 


(i) Excise and sales taxes: 


This category of expense is comprised of federal excise 
duty, excise tax and sales tax. These taxes increased by 
$19,607,000 or 11.1 percent during 1975, compared to a 


sales value increase of 14.4 percent. 


Excise duty was increased by 2¢ per pack of 20 cigarettes 
(2.5¢ per pack of 25’s) by the federal budget of November 
18, 1974. 


Excise tax and sales tax rates remained unchanged during 
the year; however, because of selling price increases, the 


amount of sales tax per pack of cigarettes increased. 


At the present time these taxes are as follows: 


PER PACK OF KING 


SIZE CIGARETTES; 20's 2555 
Excise duty 10.0¢ 12.57 
Excisestax. 12.0 15.0 
Sales tax 35 4.3 
25.5¢  31.8¢ 


In addition to the above federal taxes, all of the ten 
provinces and the two territories levy tobacco taxes. 
During the 1975 fiscal year, Prince Edward Island doubled 
its rate of tax per pack and Newfoundland effectively 
increased its tax per pack by an amendment to its Retail 
Sales Tax Act. 


Provincial taxes on cigarettes are now as follows: 


PER PACK OF: 20's 25°5 
British Columbia 6.4¢ 8.0¢ 
Alberta 6.4¢ 8.0¢ 
Saskatchewan 7.2¢ 9.0¢ 
Manitoba 12.0¢ 15.0¢ 
Ontario 9.2¢ 11.5¢ 
Quebec 8.0¢ 10.0¢ 
New Brunswick 8.0¢ 10.0¢ 
Nova Scotia 8.0¢ 10.0¢ 
Prince Edward Island 16.0¢ 20.0¢ 
Newfoundland 2aEOG 33.0¢ 
Yukon Territory 8.0¢ 10.0¢ 
Northwest Territories 6.4¢ 8.0¢ 


Federal and provincial taxes now represent between 


45 and 65 percent of the retail selling price. 


(ii) Raw materials and manufacturing expenses: 


Included in this category are leaf tobacco, wrapping 
materials, direct labour and manufacturing overheads. 
These costs rose by $11,258,000 or 15.9 percent over 
1974, with all elements showing substantial increases. 
Per unit cost increases were somewhat offset by higher 


production volume. 


Leaf tobacco is the most significant element of production 
cost. Tobacco costs charged against earnings in 1975 
amounted to 98.0 cents per pound compared to 93.2 
cents last year. The 1975 charge reflects primarily the 
usage of tobacco which was in inventory at June 30, 1974; 
purchases of leaf during the past fiscal year are reflected 
mainly in 1975 year-end inventories, as these costs are 
averaged with prior years’ inventories in the latter part 
of the year when purchases are completed. Tobacco 
inventories at June 30, 1975 totalled 54.8 million pounds 
valued at an average cost of $1.15 per pound (1974—48.1 
million pounds; $1.01 per pound). 


The Ontario flue-cured leaf tobacco crop totalled 238 
million pounds last year, compared to 233 million pounds 
in the previous year. The average price paid at the auctions 


increased significantly, rising from 79 cents in the previous 


year to 90 cents per pound last year. Rothmans continued 
its policy of paying above-average prices, in keeping with 
its slogan “the best tobacco money can buy’. The 
Company’s cost at the Ontario auctions averaged 92 cents 
per pound, compared to 81 cents in the previous year. 
The yield from the Ontario crop which will be har- 


vested this fall is presently estimated at 200 million pounds. 


Your Company also purchased leaf tobacco in the Prov- 
ince of Quebec and in the Maritimes. These purchases 
represented approximately 25 percent of the total avail- 


able crop in these two areas. 


For the second year in a row, wrapping material costs 
escalated dramatically. During this period, board and 
paper product prices have experienced the most signifi- 
cant percentage increase of all the major elements which 


comprise manufacturing costs. 


Higher direct labour costs resulted from entering the 
second year of labour contracts at both plants and sig- 
nificant overtime production required to maintain desired 
inventory levels. The present two-year contracts expire 
on December 20, 1975 for Toronto and March 19, 1976 
for Quebec. 


(iii) Marketing and distribution expenses: 


This category includes costs of selling, advertising, freight 
and warehousing. These expenses showed an increase of 
$1,984,000 or 10.1 percent during 1975. Higher selling 
and advertising expenses reflected increases in salaries and 
fringe benefits, media advertising costs and promotion 
activities, partially offset by reduced costs for point of 
sale material. Freight costs increased as a result of both 
higher volumes of shipments and freight rate increases. 
Warehousing costs were up as a result of increased salaries, 
wages and related fringe benefits and higher building 


operating costs. 


(iv) Administrative and general expenses: 


These expenses increased by $773,000 or 12.7 percent 
over 1974, with higher salary and fringe benefit costs 
being the most significant factor. Other expenses which 


showed substantial increases were royalties and wrapping 


material write-offs. Partially offsetting these increases 
were higher profits realized on the disposal of property, 
plant and equipment and on the purchase of debentures 


for sinking fund purposes. 


(v) Interest expense: 


Interest expense on both long and short term debt 
amounted to $5,958,000 in 1975, up 25.9 percent over 
last year. This significant increase was the result of gen- 
erally higher levels of borrowing during 1975 and higher 


average interest rates prevailing during the year. Although 


1/ O/ 


the prime bank rate eased from its high of 111/,% at the 


beginning of the year to 9% in the latter part of the year 
(compared to an increase from 7°/,% to 11',% during 
1974), the weighted average rate for 1975 was approxi- 
mately 1°% higher than in 1974. In addition, the Com- 
pany replaced $20 million of short term bank borrowings 
with the issue of 11°% Series B Debentures in February, 


1975. 


Income Taxes: 

Income taxes charged against 1975 earnings amounted to 
$13,320,000 or 43.5 percent of earnings before tax (1974— 
$9,630,000; 43.2 percent). The percentage increase reflects 
primarily the 10 percent federal surtax for the first ten 


months of the year (expired April 30, 1975). 


The Company follows the tax allocation basis of account- 
ing for income taxes. The major item giving rise to de- 
ferred income taxes is the excess of capital cost allowance 
claimable for income tax purposes over depreciation re- 


corded in the accounts. 


Capital Expenditures: 

Expenditures on property, plant and equipment amounted 
to $6,026,000 in 1975, compared to $5,014,000 last year. 
Major expenditures were incurred for additional and re- 
placement production equipment, land and a warehouse / 
office building in Calgary and the replacement of com- 
pany vehicles. Depreciation expense for the year ended 


June 30, 1975 was $3,190,000 (1974 $2,701,000). 


Series B Sinking Fund Debentures: 
On February 20, 1975 the Company issued $20 million of 


11%, Sinking Fund Debentures, Series B, maturing Feb- 
roary 15, 1995. The net proceeds of $19,480,000 were 
used to reduce bank indebtedness and unsecured notes 
payable incurred principally to finance inventories and 
accounts receivable. The debentures were issued under a 
Deed of Trust and Mortgage dated December 15, 1967, 
as supplemented by indentures dated December 15, 1972 
and February 15, 1975. The mandatory sinking fund pay- 
ment is $800,000 per annum; in addition, the Company 
has the non-cumulative right to an optional sinking fund 


payment of $200,000 per annum. 


Community Service Programmes: 

In keeping with your Company’s philosophy of sharing 
its successes with Canadian consumers, both financial and 
technical support were provided to further the develop- 
ment of tennis, equestrian, sailing and curling programs 
throughout Canada. Through this assistance, not only has 
the calibre of competitions increased significantly, but the 
experience derived by the participants and the enjoyment 
provided to the many thousands of Canadians attending 
the events have done much to enhance your Company’s 


position in the community. 


Rothmans continued support of the Performing Arts 
made possible the publication of many theatre pro- 
grammes. Proceeds derived from programme sales are 
retained by the various theatrical groups involved. “Art 
Deco 1925-1935”, our 12th International Art Exhibition 
to tour this country, is presently being enjoyed throughout 


Canada. 


Rothmans fleet of special events caravans are available 
free of charge to non-profit organizations and are in de- 


mand year round. 


The Craven Foundation collection of antique and minia- 
ture automobiles is becoming well-known throughout 
Canada. These vehicles are constantly in demand for 
appearances in shopping plazas, at community fairs, in 
parades and at automobile shows. The Foundation Auto- 
mobile Museum is open to the public 7 days a week at 


760 Lawrence Avenue West in Toronto. 


Review of Brewing Operations 


Operating results of the Company’s majority-owned 
subsidiary, Carling O’Keefe Limited, were still below 
satisfactory levels for the year ended June 30, 1975, with 
further operating losses incurred. However, the loss of 17.3 
cents per Carling O’Keefe common share was signifi- 
cantly lower than the loss of 34.7 cents before extraordi- 
nary items in 1974. Extraordinary gains of 7.1 cents on the 
disposal of surplus brewing properties reduced the final 
1974 loss to 27.6 cents. 


The major factors affecting the improvement in 1975 
operating results were a significant gain in earnings from 
Canadian brewing operations and a foreign exchange gain 
this year compared to a substantial loss in 1974, Partially 
offsetting these gains was a larger loss incurred in United 


States brewing operations. 


Consolidated sales were $466,456,000 compared to 
$419,949,000 in 1974, an increase of 11.1 percent. Higher 
sales revenue was realized in all areas of Carling O’Keefe’s 


operations. 


Sales revenue from Canadian brewing operations was 13.0 
percent higher than last year, increasing to $272,516,000 
from $241,065,000 in 1974. The major factor was the full 
year’s effect of selling price increases received in certain 
provinces. In addition, sales volume increased by 1.2 per- 
cent (4,330,000 barrels compared to 4,278,000 barrels in 
1974). Earnings from Canadian brewing operations were 
$4,575,000 compared to $1,531,000 in 1974. 


Sales revenue from United States brewing operations in- 
creased to $146,029,000 from $135,640,000 in 1974, an 
increase of 7.7 percent. Higher revenue from selling price 
increases was partially offset by a decrease of 4.3 percent 
in sales volume (3,421,000 barrels in 1975 compared to 
3,574,000 barrels last year). The loss incurred on United 
States brewing Operations amounted to $9,436,000, com- 
pared to $6,006,000 in 1974. 


Irish brewing operations attained sales revenue of 
$17,314,000 in 1975, an increase of 2.7 percent from last 


year’s sales of $16,851,000. Increased revenues from prod- 


10 


uct mix and selling price adjustments were substantially 
offset by a decrease of 20.4 percent in beer sales volume 
(199,000 barrels compared to 250,000 barrels in 1974). 
Earnings decreased from $561,000 in 1974 to $246,000 


this year. 


Sales revenue from wine operations (Jordan Valley Wines 
Limited and subsidiary companies) increased by 11.8 per- 
cent, to $27,317,000 from $24,435,000 in 1974. Higher 
revenue from selling price increases and product mix was 
partially offset by a decrease of 5.1 percent in sales volume 
(from 4,951,000 gallons last year to 4,698,000 gallons in 
1975). Carling O’Keefe’s share (83.8 percent) of Jordan’s 
earnings was $842,000 in 1975, compared to $682,000 


last year. 


Revenue from oil and gas operations (Star Oil & Gas 
Ltd.) increased to $3,280,000, up 67.5 percent from 
$1,958,000 in 1974. Earnings of $203,000 in 1975 com- 
pared to a loss of $319,000 in 1974. 


Investment and other income amounted to $3,575,000 
compared to $4,137,000 in 1974. As a result of the repa- 
triation of overseas short term investments during the year, 
interest income earned in 1975 was significantly lower than 
last year. The decline in the market value of these invest- 
ments was, however, substantially lower than in 1974, 
partially offsetting the decreased interest income. Royalty 
income received from sales of Carling Black Label under 
franchise agreements in the United Kingdom and south- 
ern Africa increased by $298,000 or 34.3 percent. 


Foreign exchange transactions resulted in a net gain of 
$60,000 in 1975, compared to a loss of $2,329,000 last year. 
As a result of the weakening of the Canadian dollar com- 
pared to the United States dollar, the translation of the 
accounts of foreign subsidiaries resulted in a net gain in 
1975, compared to a loss in 1974. Furthermore, the ex- 
change loss on the overseas short term investments was 


significantly lower than last year. 


For further information on brewing operations, reference 
should be made to the enclosed annual report of Carling 
O'Keefe Limited for the year ended June 30, 1975. 


Financial Review 


QUARTERLY SALES AND EARNINGS ANALYSIS ($000’s) 


Consolidated 
Sales 
ml975D 1974 
First Quarter - - - - - - $220,112 $194,655 
Scoond Otaiics = 2 = 4 = 193,266 184,058 
Third Quarter - - - - - - 165,075 156,315 
Fourth Quarter- - - - - - 232,137 185,810 
$810,590 $720,838 


(1) based on weighted average of 3,918,580 shares. 


(2) based on 1,603,980 shares. 


ANALYSIS OF SALES ($000’s) 


1975 1974 
TOBACCO 
Cigarettes- - - - - - ~ - $332,095 $289,158 
Domestic tobacco, cigarette tubes, 
cigarette rolling devices- - - 8,346 8,241 
Imported tobacco, cigars, 
smokers’ accessories - - - - 3,693 3,490 
$344,134 $300,889 
BREWING 
Beer — 
Canmada- - - - - - - = $272,516 $241,065 
es ee) 1465029, 9 125,640 
Ireland = 9 = = = = 17,314 16,851 
435,859 393,556 
St wee eee aie a 2 07,317 24,435 
Oiland gas - - - - - - - 3,280 1,958 
$466,456 $419,949 
$810,590 $720,838 
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Consolidated Earnings Before Extraordinary Items 


Amount 
1975 1974 
$ 3,658 boo, 72 
2,976 2,341 
1,567 1,800 
Tondo 1,543 
$ 15,436 S 8,856 


Consolidated Earnings 
Before Extraordinary Items 
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1972) S73 


1974 


1974(2) 


$ 0.80 


1975 


ROTHMANS OF PALL MALL CANADA LIMITED 


AND SUBSIDIARY COMPANIES 


Consolidated Statement of Earnings 


(in thousands of dollars) 


Year Ended June 30 
Tobacco Brewing Total 
1975 1974 1975 1974 1975 1974 
Income: 
Sales - - - - - - - - - - $344,134 $300,889 $466,456 $419,949 $810,590 $720,838 
Excise and sales taxes - - - - - 196,826 A MRPAN) 149,419 145,236 346,245 322,455 
147,308 123,670 317,037 214,713 464,345 398,383 
Investment and other income- - - — = 3,575 4 13/ 3,575 aod 
Foreign exchange gain (loss) - - - — — 60 (2,329) 60 (2,329) 
147,308 123,670 320,672 Da neva 467,980 400,191 
Costs (Notes 12 and 13): 
Raw materials and manufacturing 
expenses - - - - - - - - 82,149 70,891 210,962 180,704 293,111 251305 
Marketing and distribution expenses 21,645 19,661 88,216 Ti 23 109,861 97,184 
Administrative and general expenses 6,841 6,068 17,217 19,127 24,058 25,195 
Interest and expense on long term 
BCs SSeS Si Sk Ss 1,728 988 1,694 1,814 3,422 2,802 
@ther interest’ ,=- = = = a 4,297 3,795 1,809 1,899 6,106 5,694 
116,660 101,403 319,898 281,067 436,558 382,470 
30,648 22701 774 (4,546) 31,422 17/24 
Income taxes (Note 14): 
Current = <= = = =) = =3s 52 12,117 8,431 1,096 428 13,213 8,859 
Deterred = 1,203 1.199 1,143 280 2,346 1,479 
13,320 9,630 2,239 708 15,559 10,338 
17,328 12,637 (1,465) (5,254) 15,863 7,383 
Minority interest (Note 9) - - - - a = (427) a7 (427) 1473 
Earnings before extraordinary items - $ 17,328 $712,637, $ (1,892) $ (3,781) 15,436 8,856 
Extraordinary items: 
Excess cost of Carling O’Keefe shares 
written off (Notes 2 and 10) - - (71,570) 
Gain on disposal of surplus brewing 
properties, less minority interest 
ORS 769 Soa ee ee — 772 
Earnings for the year (loss after 
extraordinary item)- - - - - - $ (56,134) $ 9,628 
Earnings (loss) per Common share ere 
(Note 15): 
Before extraordinary items - - - $ 2.80 $ _ 0.82 
After extraordinary items- - - - $ (15.46) $ 1.30 
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ROTHMANS OF PALL MALL CANADA LIMITED 
AND SUBSIDIARY COMPANIES 


Consolidated Statement of Retained Earnings 


(in thousands of dollars) 


Year Ended June 30 
1975 1974 


alaficestbesinnine Of year="'= = = = = == 2 = 8 So 2 2 2 2 eS | $21,259 § 19.859 
bounige storie year (loss aitet exttaorainary item) = = == = = = = 6 = = = = (56,134) 9,628 


Transfer of excess cost of Carling O’Keefe shares written off to be applied against pending 
Teaucuou i capital (Notes Zand 10) = = = = = = = = = = = - = = | =~ = 71,570 


Excess of par value over cost of First Preferred shares purchased for cancellation (Note 10) - 69 64 


Excess of par value over cost of preference shares purchased for cancellation by Carling 
O'Keefe Limited, less minority interest- - - - - - - - - - - - - - - - - 75 51 


36,839 29,602 


Dividends paid: 


Preferred shares— 


First Preferred shares, Series A ($6.85 per share) - - - - - - - - - - - - - 1,173 1,186 
Second Preterred shates ($1.27, per shate)= = = = = = = = = = =e = = = eT 3774 
Third Preferred shares (per share 1975—$0.337/,; 1974—$1.3274) - - - - - - - - 646 2,584 
4,592 et, 

Moran onchares|( 5050; peusiare|e y= Se 1,910 802 
6,502 8,343 

palamicer(enclolv eat te) eh) em feng fe me $ 30,337 $ 21,259 
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ROTHMANS OF PALL MALI, CANADA LIMITED 
AND SUBSIDIARY COMPANIES 


Consolidated Statement of Changes 
in Financial Position 


(in thousands of dollars) 


Working capital was increased by: 
Earnings before extraordinary items- - - - - - - - - - - - - ---- - 
Depreciation - =) == = == = 8 
Minority interest in earnings before extraordinary items - - - - - - - - = - - 
Other items not requiring working capital- - - - - - - - - -.- - - - - - 


Funds from operations- - - - - - - - - - = = - ------- 


Proceeds on disposal of surplus brewing properties 
Issue of long term debt (Note 8)- - - - - - - - - - - - ------- 
Proceeds on disposal of— 

Property, plantand equipment - - - - - - - - - - - - ------ 


lnvestments and otherassets< <0 05. see er ce eee ee 


Working capital was decreased by: 
Property, plant and equipment additions - - - - - - - - - - - - = ~- = = 
Retirement oflong term debt- - - - - - - - - - - - ------- - 
Dividends on-Preferred shares”. =e «= -) 00 uae ee ee ee 
Dividends Gn:Common shares: © Usqra som = wee = ee 
Dividends paid by subsidiary companies to minority shareholders - - - - - - - - 
Purchase of First Preferred shares) -15—-5 =) @ =m eee 
Miscount anc-expense on longterm debte=) esse ee 
Gash) purchase-of shares ot subsidiary companies ane 


GC) eer eae «Bel wy ty = at ek Ce gS he eh tee ee Nate 


lncrease: (aectcase)aliaworkine capita msec em ee 
W orkinercapitaliat beoinmine oh veati= =u: ls ee wo 


Workinescapitalat end Ob yeat-s6 =. <0 — ee 
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Year Ended June 30 
1975 1974 
$ 15,436 $ 8,856 
13,573 12,665 
427 (1,473) 
1,792 403 
31,228 20,451 
_ 5,037 
20,000 _ 
1,185 1,645 
3,881 945 
56,294 28,078 
17,126 18,250 
4,358 4,139 
4,592 7,541 
1,910 302 
2,221 2,258 
134 463 
520 = 
— 194 
158 182 
31,019 33,829 
25,275 (5,751) 
61,489 67,240 
$ 86,764 — § 61,489 


Roo MAN SeOERSPALrLSMALL CANADA LIMITED 
AND SUBSIDIARY COMPANIES 


Consolidated Balance Sheet 


(in thousands of dollars) 


June 30 
ASSETS 1975 1974 
Current assets: 
(CO Soe ee Si Sp ee ne Se 6,474 > 3.261 
Shormternmminvestiments, at the lower of costand: market = =< 5 = = = o = = = 2,347 11,907 
ecoutitereecivableg mia Ween a VS Me ee fe et ee ete 55,867 47,189 
Nec averblemncomesaxcsM j6 wit egitim ee ee 888 879 
Inventories (NOte 4) =. = eS SIS SL Se a 47280 131,058 
ict Cuc O0SC amen mae Ae ne a. eR 4,941 4,736 
Wier ec One assCts tes ae me ma ee 97 199,030 
Property, plant and equipment, at cost(Note5)- - = = - - - - =- = = = = = 308,530 295,847 
le ce NV Cceligulalecina epECcianO@UMi= Be ee eee = a) en ee fe 152,816 141,805 
155,714 154,042 
liavestmenescand iotherassets(INOte 6) p= = = Sa - Se eS 17,652 20,499 
Cost of shares of subsidiaries in excess of net asset values at acquisition (Note 2) - - - - 11,902 Sa. 5/2 
LIABILITIES $403,065 $457,143 
Current liabilities: 
Bank indebtedness (Note 7) - - - - - - - - - - - - - - - - - - - §$ 37,047 = $ 62,468 
Notes payable (Note 7)- - - - - - - - - - - - --------- 19305 15.129 
Accounts payable and accrued liabilities- - - - - - - - - - - - - - - = 45,466 37,693 
Income taxes = = - =, = = = = = = = = = = = = ee ee ew ee 6,723 TS 
ereise ee esandrotneritaxcs’ ee mre a ae te BO, ee es ee 22,148 20,939 
Dividends payable to minority interest - - - - - - - - - - - - - = - = 534 537, 
oe rmenaentiimbiiicge. 9 =) oe ae ae Se ee Se eS 187,033 137,541 
Long term debt (Note 8) - - - - - - - - - - - - - - - = - - - = - 59,639 44,873 
Total liabilities- - - - - - - - - - - - = = = = = = = = = = - 190,672 182,414 
DEFERRED INCOME TAXES - - - - - - - = - - - - - - - - - - - 20,200 17,863 
MINORITY INTEREST IN SUBSIDIARY COMPANIES (Note 9)- - - - - - - - 104,436 106,414 


SHAREHOLDERS’ EQUITY 
Capital stock (Note 10): 


Prercetcd ts aresmeer cen ts eee ee ee 53,830 1134113 
Common shares = = = = = = = = = = = = = = = = = = = we eS = = 75,160 16,080 
128,990 129-195 

Excess cost of Carling O’Keefe shares written off (Notes 2 and 10) - - - - - - - - (71,570) = 
57,420 129,198 
Retained earnmgs (Note 11) - - - - = - - = = - + - 5 => - > 2 7 = 30,337 21,259 
Totalishareholders equity - =< = = = = - = = == = 5 == = = = 87,757 150,452 


$403,065 $457,143 


APPROVED BY THE BOARD: 
Joun H. Devuin, Director 
Rosert H. Hawkes, Director 
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ROTHMANS OP PALIS VIALS CAN ADAS MiG» 
AND SUBSIDIARY COMPANIES 


Notes to Consolidated Financial Statements 
JUNE 30, 1975 AND 1974 


1. Summary of significant accounting policies: 
PRINCIPLES OF CONSOLIDATION: 

The consolidated financial statements include the accounts of the Company and all of its subsidiaries. Purchase 
accounting has been followed for all acquisitions and the results of operations of subsidiaries are included from effective 
dates of acquisition. In these statements, all references to “brewing” relate to all activities of the Company’s majority- 
owned (50.19%) subsidiary, Carling O’Keefe Limited, which include the production and sale of beer and wine, oil and 
gas operations and income from investments. 


The excess of the cost of shares of certain subsidiaries over the book value of underlying het tangible assets at dates 
of acquisition is carried at cost. 


FOREIGN EXCHANGE: 

Foreign currency accounts are translated to Canadian dollars as follows: current accounts at exchange rates in effect 
at June 30; other balance sheet accounts and depreciation expense at historical rates; income and other costs at average 
rates for the year. The resulting exchange gains or losses are included in the consolidated statement of earnings. 


INVENTORIES : 
Except for containers, inventories are stated at the lower of average cost and net realizable value. Containers are 
recorded at amortized cost which is lower than new replacement cost. 


PROPERTY, PLANT AND EQUIPMENT: 
Depreciation is recorded generally on the straight-line basis over the estimated service lives of the assets. 


The costs of acquiring interests in developed and undeveloped oil and gas properties and the development costs of 
productive wells are capitalized. Producing property costs are amortized using the unit of production method. over the 
estimated recoverable oil and gas reserves. Lease rentals, other carrying costs and dry hole costs are charged to expense 


as incurred. The costs of properties which are abandoned are written off. 


INVESTMENTS AND OTHER ASSETS: 
Investments and other assets are recorded at cost or amortized cost except for those held for resale, which are recorded 
at estimated realizable value if less than cost or amortized cost. 


PENSIONS: 
Current service costs are charged to Operations as they accrue. Prior service costs arising from amendments to the 


plans and actuarial gains and losses are written off over periods approximating the remaining service lives of the employees 


affected. 


INCOME TAXES: 
Income taxes are accounted for on the tax allocation basis for all timing differences between accounting and taxable 
income. 


MARKETING: 
Marketing costs, including those related to the introduction of new brands, are charged to operations as incurred, 
except for certain promotional items which are charged to operations as used. 


EARNINGS PER COMMON SHARE: 
The calculation of earnings per share figures shown on the consolidated statement of earnings is based on the weighted 
average number of Common shares outstanding during the year. Dividends earned on the Preferred shares are deducted 


from consolidated earnings for purposes of this calculation. 


2. Cost of shares of subsidiaries in excess of net asset values at acquisition: 
The excess arises from the following acquisitions : 


1975 1974 
By THE COMPANY: 
Carling @ Keele Limited 2 an-e =e ee ee = $ 71,570,000 
Alfred Donhill ofilonmdonsLitnitecs ee meen mete re ne = 100,000 
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1975 1974 


By Carunc O’Keere LimiteD: 


Jctdaney alley WinesiLimited= 9= = = "= = = S92 = = 5 = = S Se 8637 000 $ 8,637,000 
Ste. Michelle Wines Limited (formerly Growers’ Wine Company Limited) - - 2,176,000 2,176,000 
Doran s Northern Ontario Breweries and other - = ~- - - = = = = = = 1,089,000 1,089,000 


$ 11,902,000 $ 83,572,000 


The excess of $71,570,000 relating to Carling O’Keefe arose on the purchase of 50.19, of the common shares of that company 
in 1968 and 1969 at a total cost of $136,339,000. In view of unsatisfactory results of Operations in Carling O’Keefe, the directors 
have decided to write off this amount at June 30, 1975. In conjunction with this action, the directors have also approved a by-law 
reducing the Company’s Common share capital by the same amount. Additional information with respect to the proposed 
reduction in Common share capital is included in Note 10. 


3. United States brewing operations: 


During recent years Carling Brewing Company Incorporated has experienced declining sales volume. This, together with 
inflationary costs and lack of adequate price increases, has contributed to increasing losses. Management has under active review 
various alternative methods to restore profitability. Certain of these methods could result in significant adjustments to the present 
carrying values of the related assets and liabilities and consequent charges to operations. The amount of such adjustments, if any, 
cannot be estimated at this time. The consolidated balance sheet includes assets of $60,785,000 and liabilities of $14,604,000 appli- 
cable to Carling Brewing Company Incorporated. 


4. Inventories: 


1975 1974 
TOBACCO: 
Leaftobacco - - - - - - - - - - = - = = = = = = = = = = = $ 62,803,000  $ 48,651,000 
Finished stock - - - - - - - - - = - - = = = = = = = = = = = = 23,371,000 20,643,000 
Packaging material and other - - - - - - - - - - - - - - - - - - 4,583,000 5,438,000 
90,757,000 74,732,000 
BREWING: 
Beverage products, finished and in process - - - - - - - - - - = = - = 29,955,000 32,984,000 
Materials and supplies - - - - - - - - - SS 5 8 = = = = 14,840,000 13,394,000 
Containers = = = = =m = = = = = = --- - = = = = 11,728,000 9,948 000 
56,523,000 56,326,000 
$147,280,000 $131,058,000 
5. Property, plant and equipment: ee mo 
Accumulated Accumulated 
Cost depreciation Cost depreciation 
TOBACCO: 
ands) b= ee = oe a a = ee 2 243,000 — $ 2,208,000 = 
Buildings - - - - - - - - - - = - - 5,312,000 2,237,000 4,685,000 2,120,000 
Machinery, furniture and fixtures - - - - - - 32,108,000 17,879,000 28,694,000 16,691,000 
Motor vehicles - - - - - = - - - - - - 4,074,000 1,807,000 3,735,000 1,462,000 
Leasehold IMIprovemets Wa! = = = 5,157,000 2,671,000 4,743,000 2,081,000 
48 894,000 24,594,000 44,065,000 22,354,000 
BREWING: 
Wander ae et re SS Se Sa 6,431,000 — 6,681,000 _ 
Buildings, <= == =) = 5 = = = = = 82,007,000 29,353,000 79,738,000 27,543,000 
Machinery, furniture and fixtures - - - - - - 140,361,000 89,794,000 136,132,000 84,078,000 
Motor vehicles- - - - - - - - - - - - 13,392,000 6,115,000 11,765,000 5,661,000 
Oilind eas propetties- "= = = = == = = 15,322,000 2,141,000 15,480,000 1,507,000 
Leasehold IM pPeovernents=" = = = = =r 2,123,000 819,000 1,986,000 662,000 
259,636,000 128,222,000 251,782,000 119,451,000 
$308,530,000 $152,816,000 $295,847 ,000 $141,805,000 
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6. Investments and other assets: 


1975 1974 
Sundty properties =) = =. = = a $ 7,804,000 $ 2,250,000 
Mortgages and long term recetyables- = - = - = = = = = = = 2 0— = 5,332,000 14,614,000 
Deferred charges, investment in associated companies aid Other = = = ewe 4,516,000 3,635,000 
$ 17,652,000 $ 20,499,000 


A first mortgage for $7,000,000 maturing December 15, 1977 was taken back by Carling O’Keefe in 1973 on sale of surplus 
land. No interest was received on this mortgage subsequent to December 15, 1973 and the mortgage was foreclosed on April 24, 
1975. The foreclosed property is recorded at the value of the first mortgage. Expenses related to the foreclosure have been written off. 


7. Bank indebtedness and notes payable: 


1975 1974 
BANK INDEBTEDNESS : 
Tobacco=: = 4 = 9=0 605 2 = Se) Spee ee ees 2 ot 000) $ 48,134,000 
Brewine =o "= 060 ee 9,945,000 14,334,000 
37,047,000 62,468,000 
NOTES PAYABLE: 
Toebacco=- = = =) 0= 9) 1 14,115,000 11,804,000 
Brewing = =) 9 =) = 9 = 5,000,000 3,325,000 
19,115,000 15,129,000 
$ 56,162,000 $ 77,597,000 
Bank indebtedness arising from tobacco operations is secured by the related accounts receivable and inventories. 
8. Long term debt: 
Long term debt consists of the following Sinking Fund Debentures: 
IOS 1974 
ROTHMANS OF Patt MALL CANADA LIMITED: ; 
Series A 8° due January 3,1988 - - - - - - - - - - - - - - = $ 10,506,000 $ 11,453,000 
Series B 11% due February 15,1995 - - - - - - - - - - - - = = 19,900,000 = 
30,406,000 11,453,000 
CarRLING O’Keere LIMITED: 
Series A 4°/,% due January 15,1979 - - - - - - - - - - - - - - 1,954,000 2,154,000 
Series B 47/,9, due January 15,1981 - - - - - - - - - - - - = = 3,586,000 4,703,000 
Series C 5% due January 15,1983 - - - - - - - - - - = - - = - 4,093,000 4,640,000 
Series Dy acue April1,1986 - - - - - - - - - ---- - - 7,760,000 8,342,000 
Series E54%% due April1,1989- - - - - - - - - ----- - - 12,949,000 13,984,000 
30,342,000 33,823,000 
60,748,000 45,276,000 
Ress Amountincluded invecurrent abilities! aaa ae 1,109,000 403,000 
$ 59,639,000 $ 44,873,000 


The remaining sinking fund requirements for the years 1977 through 1980 are as follows: 1977 —$4,589,000; 1978 —$5,400,000; 


1979 —$5,400,000; 1980 —$4,800,000. 


The Rothmans’ debentures and the Carling O’Keefe Series C, D and E debentures are payable in Canadian funds. The Carling 
O’Keefe Series A and B debentures are payable in either Canadian or U.S. funds at par, at the option of the holder. The Rothmans’ 


debentures are secured by a floating charge on the Company’s assets in the Provinces of Ontario and Quebec. 


The Rothmans’ Series B debentures were issued on February 20, 1975 under a Deed of Trust and Mortgage dated December 


15, 1967, as supplemented by indentures dated December 15, 1972 and February 15, 1975. 


9. Minority interest in subsidiary companies: 


The interest of minority shareholders in consolidated earnings or losses, before extraordinary items, was as follows: 
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1975 1974 


CarLING O’Keere LIMITED: 


Pre ereneennates era were ee ee Ee so i We eS $ 2,142,000 $ 2,153,000 


Comm OtmsNates ae Me ae Penk = hee oe acer iene toes ea) Lt Oe (1,883,000) (3,763,000) 
259,000 (1,610,000) 
JORDAN VALLEY Wines LIMITED: 
(HRS AS TRS eer de a ee ey ae a ee ee 168,000 137,000 
$ 427,000 — $ (1,473,000) 
The minority shareholders’ interest in the capital stock and retained earnings of subsidiary companies is as follows: 
1975 1974 
CarLING O’Keere LIMITED: 
Prercremcershe tesa al R= ween ne ee ee ee $ 43,974,000 $ 44,224,000 
Ccmmnvoncsharcs yee i Ss St ie) ee ae ee, a Se 57,068,000 58,877,000 


; es e ‘ 101,042,000 103,101,000 
ORDAN VALLEY WINES LIMITED: 
Common cis recy ela am ey ge rors Pe 3,394,000 3,313,000 


$104,436,000 $106,414,000 


10. Capital stock: 
AUTHORIZED — 
500,000 First Preferred shares of the par value of $100 each, issuable in series 

3,825,000 Second Preferred shares of the par value of $20 each 
2,025,000 Third Preferred shares of the par value of $20 each 
7,950,000 Common shares without nominal or par value 

IssuED — 1975 1974 
6.859%, Cumulative Redeemable First Preferred shares, Series A— 

19753 169,889 shares: 1974° 171,924 shares = = =. 2 = = Ss = = 

6°/,°% Convertible Cumulative Redeemable Second Preferred shares— 


$ 16,989,000 $ 17,192,000 


19752 1,847,062 sharess 1974-2 846-050 shares, — = = = eS ee 36,841,000 56,921,000 
6°/,°% Convertible Cumulative Redeemable Third Preferred shares — 
(EVES ORONO SIEGES Sao Ss eS ee ee ee SS = 39,000,000 


53,830,000 113,113,000 
Common shares — 


1975455792 eesnares 19744 1,603.980.snates 1-8 =) =) = ee ee 75,160,000 16,080,000 
$128,990,000 $129,193,000 


CONVERSIONS AND PURCHASES: 

During the year ended June 30, 1975, 2,035 First Preferred shares with a total par value of $203,000 were purchased for 
cancellation at a cost of $134,000, 1,003,988 Second Preferred shares were converted into 1,003,948 Common shares, and all of the 
1,950,000 Third Preferred shares were converted into an equal number of Common shares. 


During the 1974 fiscal year, 5,275 First Preferred shares were purchased for cancellation. 


REDEMPTION AND CONVERSION PRIVILEGES: 

The Series A First Preferred shares are not redeemable before January 27, 1979, but are redeemable on or after that date at 
the option of the Company at a premium of $3 per share if redeemed before January 27, 1984, of $2 per share if redeemed before 
January 27, 1989, and of $1 per share if redeemed on or after January 27, 1989. The Company is required to purchase 5,000 of 
these shares in each calendar year. 

The Second Preferred shares are not redeemable before November 1, 1979, but are redeemable on or after that date at the 
option of the Company at par. These shares are convertible on the basis of 1 Common share for each 11/, Preferred share converted 
on or before October 31, 1979 (prior to October 31, 1974, these shares were convertible on the basis of 1 Common share for each 
Preferred share converted). After October 31, 1979, the Second Preferred shares will not be convertible into Common shares of 
the Company. 

The Series A Debentures and the Series A Preferred shares were issued with warrants to purchase Common shares of the 
Company. The 349,970 warrants outstanding are presently exercisable at prices from $22.63 to $23.21 per Common share, depend- 
ing on conversions of Second Preferred shares and date of exercise. After January 3, 1978, the warrants expire. 


Of the authorized and unissued Common shares, 1,823,620 shares are reserved for the exercise of warrants outstanding and 
the conversion of Second Preferred shares. 
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OWNERSHIP: 

As a result of conversions of Second and Third Preferred shares, Rothmans of Canada Limited presently owns 83.4% of the 
Company’s issued Common shares as well as 14.6°%, of the issued Series A First Preferred shares. Rothmans of Canada has recon- 
firmed its intention to reduce its Common shareholdings to 50% at some future date. 


PROPOSED BY-LAW: 
Subsequent to June 30, 1975, the directors of the Company have approved a by-law providing for: 
1. a reduction of $71,570,000 in paid-up Common share capital; 
2. changes in authorized share capital by the cancellation of 30,111 Series A First Preferred shares previously purchased for 
cancellation, 1,007,938 Second Preferred shares and 1,950,000 Third Preferred shares previously converted into Common 
shares, and 75,000 Third Preferred shares authorized but not issued; 


3. the restoration to unappropriated retained earnings of the $3,011,000 capital surplus arising on the purchase for can- 
cellation of 30,111 Series A First Preferred shares. 


This by-law is subject to approval by the shareholders at the annual and special general meeting and subsequent confirmation 
by the issue of supplementary letters patent. 


The proposed reduction in Common share capital is being made in conjunction with the decision of the directors of the 
Company to write off the $71,570,000 excess cost of shares of Carling O’Keefe over net asset values at dates of acquisition. The 
write-off has been reflected as an extraordinary charge in the consolidated statement of earnings and segregated in the shareholders’ 
equity section of the balance sheet. The proposed reduction in capital will be recorded in this account and accordingly the financial 
statement treatment of the excess cost write-off reflects the substance of the capital restructuring at its present transitional stage. 
Rothmans of Canada Limited has confirmed that it will vote in favour of the by-law and the relevant government department has 
indicated that the application for supplementary letters patent will be acceptable. 


After giving effect to the by-law, the authorized capital stock of the Company would be as follows: 


469,889 First Preferred shares of the par value of $100 each, issuable in series 
2,817,062 Second Preferred shares of the par value of $20 each 
7,950,000 Common shares without nominal or par value 


11. Retained earnings: 

Under Section 62 of the Canada Corporations Act, $3,011,000 of retained earnings is designated as capital surplus on the 
purchase for cancellation of 30,111 First Preferred shares. The proposed by-law (Note 10) will restore this amount to unappropri- 
ated retained earnings. 

Under the most restrictive provisions of the covenants relating to the Debentures and the Preferred shares, the Company 
cannot declare dividends on Common shares unless, after providing for them, consolidated retained earnings will be not less than 


$6,000,000 and all dividends on the Preferred shares have been declared and either paid or provided for. 


12. Remuneration of directors and officers: 


The aggregate direct remuneration of the eleven directors (1974 —thirteen directors) and eleven officers (1974 —twelve officers), 
two of whom are also directors, was as follows: 


1975 1974 
As directors As officers As directors As officers 
By the Company- - - - - - - - - - - = = (11) $38,000 (11) $678,000 —(13) $39,000 ~—(12) $511,000 
By Carling O’Keefe- - = = = = - = --- = (4) 18000 @) 268,000 ~~ @ 18,0008) Gass con 


Four directors (1974—four directors) of the Company were paid as directors of Carling O’Keefe, and one director and one 
officer (1974—one director and two officers) were paid as officers thereof. 
13. Pensions: 


The Company and its subsidiaries maintain a number of pension plans covering substantially all employees. The charge 
against earnings for pensions was $5,085,000 for the year ended June 30, 1975 (1974 $4,586,000), including $3,962,000 (1974— 
$3,737,000) for employees in brewing operations. 


The Company’s policy is to fund with independent trustees pension costs charged to operations. Unfunded prior service 
costs for brewing operations are estimated at $8,300,000 of which $3,000,000 relates to vested benefits, based on actuarial valuations 
received during the year ended June 30, 1975. 


14. Income Taxes: 


Credit has not been taken for losses of the major United States brewing subsidiary which may be applied only against future 
taxable income, other than credits related to reversal of deferred income taxes. At June 30, 1975, accumulated losses of approxi- 
mately $15,000,000 are available to be applied against future taxable income, of which $3,500,000 can be carried forward to 1978, 
$2,500,000 to 1979 and $9,000,000 to 1980. 


No income taxes are payable by the Irish brewing subsidiary as a result of the carry-forward of losses incurred in prior years. 
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15. Earnings per Common share: 
During the year ended June 30, 1975, a total of 2,953,988 Second and Third Preferred shares were converted into 2,953,948 
Common shares. The 1975 earnings per Common share figures have been calculated using the weighted average number of shares 


outstanding during the year (3,918,580) after giving effect to these conversions as at the termination date (September 17, 1974) 
of their Preferred dividend obligation. 


If the above shares had been converted as at July 1, 1974, earnings per Common share for the year before the extraordinary 
charge would have been $2.59 (after the extraordinary charge, a loss of $13.11). 


The 1974 earnings per Common share figures were calculated on the 1,603,980 shares which were outstanding during the year 
ended June 30, 1974. 


Assuming exercise of the outstanding warrants and conversion of all Second and Third Preferred shares as at July 1, 1974, 
earnings per Common share on a fully diluted basis before the extraordinary charge would have been $2.31 (after the extraordinary 


charge, a loss of $8.91). 


16. Commitments and contingent liabilities: 
Rentals payable under lease agreements expiring more than three years after June 30, 1975 approximate $1,771,000 annually. 


Under a long term agreement with United Breweries Limited of Copenhagen, Denmark dated March 17, 1972 Carling 
O'Keefe obtained access to the brewing research and technical knowledge of United Breweries together with the exclusive right 
to manufacture and sell brewery products under the Carlsberg and Tuborg trademarks in Canada, the United States and the 
Republic of Ireland. Royalties are payable based on total sales of all brewery products at rates varying with the volumes and 
selling prices of the products. The agreement is cancellable on twenty years’ notice or earlier if certain specified conditions are 


not fulfilled. 


Carling O'Keefe is committed to acquire at an undetermined future date the minority interest (16.2°/) in the shares of Jordan 
Valley Wines Limited for an amount at least equal to $4,794,000. It is anticipated that one-half of the minority interest will be 
purchased in the near future at a cost of $2,397,000. 


To ensure an adequate supply of Ontario flue-cured tobacco, the Company, together with the other major Canadian cigarette 
manufacturers, has agreed to guarantee a minimum average price for the 1975 crop to The Ontario Flue-Cured Tobacco Growers’ 


Marketing Board. 
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CHARTERED ACCOUNTANTS 


August 15, 1975 
AUDITORS’ REPORT 


To THE SHAREHOLDERS OF 
ROTHMANS OF PALL MALL CANADA LIMITED: 


We have examined the consolidated statements of earnings, retained earnings and changes in financial position of Rothmans 
of Pall Mall Canada Limited and its subsidiary companies for the year ended June 30, 1975 and the consolidated balance sheet as 
at that date. Our examination included a general review of the accounting procedures and such tests of accounting records and 
other supporting evidence as we considered necessary in the circumstances. 


As discussed in Note 3 to the financial statements, management has under active review various alternative methods of 
restoring profitability to the operations of the major United States brewing subsidiary. Certain of these methods could result in 
significant adjustments to the present carrying values of the related assets and liabilities and consequent charges to operations. 
The amount of such adjustments, if any, cannot be estimated at this time. 

In our opinion, subject to the adjustments, if any, that might be required on resolution of the matter referred to in the pre- 
ceding paragraph, these consolidated financial statements present fairly the results of operations and the changes in financial position 
of the companies for the year ended June 30, 1975 and their financial position as at that date, in accordance with generally accepted 
accounting principles applied on a basis consistent with that of the preceding year. 
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Ten-Year Fina ncia / Review—Kiancial Years Ended June 30: 


Operating Results (in thousands of dollars) : 1975 1974 1973 1972 
Sales 
Tobacco - - - - - - - - - - $344,134 $300,889 $271,703 $248,928 
Brewing - - - - = - - - = = 466,456 419,949 412,603 404,779 
810,590 720,838 684,306 653,707 
Excise and sales taxes - - - - - - 346,245 322,455 311,600 300,431 
464,345 398,383 5122706 353,216 
Earnings 
Earnings (loss) before income taxes— 
Tobacco - - - - - - = = - 30,648 22,267 21,207 18,141 
Brewing - - - - - - - - - 774 (4,546) 8,774 16,017 
31,422 Tew Pe 34,158 
Income taxes- - - - - - - - - (15,559) (10,338) (12,206) (16,269) 
Minority interest - - - - - - - (427) 1,473 (4,274) (5,393) 
Earnings before extraordinary items  - 15,436 8,856 13501 12,496 
Extraordinary items - - - - - - (71,570) Ti2" 1,902 (1,005) 
Earnings (loss) - - - - - - - - (56,134) 9,628 15,403 11,491 
Depreciation - - - = == = =< = 13,573 12,665 11,576 LAS 15 
Interest expense - - - - - - - - 9,461 8,446 6,433 5578 
Dividends paid— 
Preferreds—- ==) — =" = = 4,592 7,541 7,608 7,644 
Common- - - - - - - = - = 1,910 802 — — 
Financial Position (in thousands of dollars) : 
Working capital-0 = 0 amen SUNG 764 § 61,489 $ 67,240 § 77,142 
Property, plant and equipment—net - 155,714 154,042 156435 144,359 
Investments and other assets - - - - 17,652 20,499 18,683 16,362 
Cost of shares of subsidiaries in excess 
of net asset values at acquisition - - 11,902 83,572 83,347 80,481 
Ot. Assets (2) =a =n 403,065 457,143 452,123 429,785 
Bank indebtedness and notes payable - 56,162 77,597 70,433 575770 
Long term debt - - - - - - = 59,639 44.873 49,707 BeMere 
Minority interest in subsidiaries - - - 104,436 106,414 109,549 106,075 
Shareholders’ equity - - - - - - 87,757 150,452 149,580 142,468 
Per Common Share: 
Earnings —before extraordinary items - $ 2.80 §=".0:82 $03.67 $2933.03 
—after extraordinary items - (15.46) 1.30 4.86 2.40 
Dividends paid - - - - - - - - 0.50 0.50 — — 
Shareholders’ equity - - - - - - 7.42 231 2224 shemeeh| 
Ratios and Statistics: 
Working capital ratio - - - - - - 1.66 1.45 1753 1.69 
Capital expenditures 
(in thousands of dollars) - - - - - $ 17,126 $ 18,250 $ 20,945 CRD ORT, 
Number of common shares outstanding 
(in thousands) - - - = - - = ~ 4,558 1,604 1,604 1,600 


Note: Results of Carling O’Keefe Limited have been consolidated since November 1, 1969, the effective date of acquisition of a 50.1% interest 
in that company; accordingly, the 1970 operating results include brewing for an eight-month period only. 


aD 


q971 


$223,840 
396,210 
620,050 
283,633 
336,417 


$ 92,340 
119,232 
34,263 


71,885 
410,159 
33,879 
58,669 
106,070 
139131 


$1.23 
0.43 


14.81 


2.00 
$ 16,276 


1,600 


1970 
(Note) 


$211,981 
249,726 
461,707 
223,558 
238,149 


10,195 
11,557 
21,752 
(11,232) 
(3,597) 
6,923 
141 
7,064 
6,564 
5,342 


5,615 
1,200 


$ 52,785 
aoa? 
80,599 


Tay) 
420,835 
40,869 
63,080 
108,632 
139-019 


$ 0.67 
0.76 
0.75 

14.21 


55 


$ 15,990 


1,600 


1969 


$205,871 


205,871 
131125 
74,746 


11930 


11,930 
(6,074) 


5,856 


5,856 


1852 


Does 


526 
1,600 


104,591 
25,938 
14,620 


45,353 


Del 
3.30 

1.00 
15.81 


1.43 


$ 1,637 


1,600 
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1968 


$173,640 
173,640 
109,860 
63,780 


$215,971 
95991 
12,673 


79,509 
28,809 
15,000 


22,450 


$ 2.54 
2.54 

0.25 
14.03 


1359 
$ 3,564 


1,600 


1967 


$166,014 


166,014 
105,609 
60,405 


69,220 
32,699 


22,786 


b 2.89 
2.89 


irae) 


N27) 
$ 2,010 


1,300 


1966 


$147,076 
147,076 
95,791 
51,28) 


54,795 
25,281 
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